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SUBJECT: PROPOSED IDB LOAN TO SPECIAL DEVELOPMENT FUND 

1 . WITH REGARD TO PROPOSED $15. MILLION IDB LOAN TO GON'S FONDO 
ESPECIAL DE DESARROLLO (FED)-SPECIAL DEVELOPMENT FUND-TO FINANCE 
SMALL AND MEDIUM-SIZED RURAL AND AGROBUSINESS LOANS, EMBASSY OFFERS 
FOLLOWING OBSERVATIONS: 

2. NICARAGUA INFLATION OVER THE FORESEEABLE FUTURE SHOULD NOT 
EXCEED FIVE TO TEN PERCENT ANNUALLY. THE CURRENT RATE FOR 1976, 

BASED ON CENTRAL BANK STATISTICS, IS LESS THAN FOUR PERCENT. IT 
MAY RISE TO FIVE OR SIX PERCENT IN 1977, DEPENDING ON WORLD INFLA- 
TION LEVELS. THE INFLATION RATE DURING 1975, A RECESSIONARY YEAR, 

WAS ABOUT SEVEN PERCENT. 1973 AND 1974 WERE INFLATIONARY YEARS 
OWING TO EARTHQUAKE RECONSTRUCTION, AVAILABILITY OF EASY CREDIT, 

AND OIL PRICE INCREASES, WITH INFLATION RATES OF 28 AND 17 PER- 
CENT, RESPECTIVELY, ACCORDING TO OFFICIAL FIGURES. 

3. THE CURRENT COMMERCIAL RATE CHARGED TO END-USE BORROWERS OF 
THE TYPE OF LOANS THE IDB CREDIT WOULD FINANCE IS THIRTEEN PER- 
CENT, WITH NO COMMISSION CHARGES, ACCORDING TO LOCAL BANKING SOURCES. 
THE LARGEST PRIVATE COMMERCIAL BANK, BANCO DE AMERICA, ADVERTISED 
FOLLOWING ANNUAL INTEREST RATES ON FED LOANS AS OF NOVEMBER 1: 

(A) TOURIST PROJECTS- 10 PERCENT, UP TO 15 YEARS WITH 3 YEARS 
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(B) COFFEE PLANTATIONS- 1 1 PERCENT, UP TO 9 YEARS WITH 3 YEARS GRACE. 

(C) PRE-INVESTMENT STUDIES- 1 1PERCENT. UP TO 7 YEARS, WITH 1 AND 
1/2 YEARS GRACE. 

(D) SMALL ENTERPRISE-13 PERCENT, UP TO 10 YEARS WITH 3 YEARS 
GRACE. 

4. IT DOES NOT APPEAR THAT THE FED WOULD BE DECAPITALIZED IF IT 
CHARGED INTEREST RATES OF 13 PERCENT. AN 8 PERCENT INTEREST RATE, 

OF COURSE, COULD PROVE TOO LOW IF INFLATION RISESWJPUCH ABOVE 6 
PERCENT. 

THEBERGE 
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